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WHY THE CURRENCY BILL SHOULD 

PASS 



BY SAMUEL TJNTBEMY3B 



Eadical differences of opinion are bound to arise in the 
framing of any scheme of Currency legislation. It is hope- 
less to anticipate anything like unanimity even on the fun- 
damental principles that should govern. Self-interest, ig- 
norance, and honest differences on a subject so highly 
specialized and complex are the factors that render solution 
so difficult. 

There is no system of recognized superiority, as is evi- 
denced by the fact that no two countries have the same 
system. If, therefore, we wait until the unanimous judgment 
of any political party or other body, however well informed 
or well intentioned, is a unit upon any given plan, we shall 
accomplish nothing. 

It is only by maintaining an open, patient, and judicial 
attitude toward the many arguments that may be presented 
for and against each of the propositions involved in any 
given plan and by a process of generous compromise that we 
can hope to reach a result. The treatment of the currency 
is not legitimately a party issue, and it is hoped that it is 
not to be so regarded. 

With all due regard to the many able and patriotic gen- 
tlemen who are engaged in the banking business in this 
country, I venture to suggest that there is danger in relying 
too largely upon their judgment and in taking counsel from 
them too liberally on a subject in which their personal in- 
terests are so vitally involved. They cannot possibly be 
safe advisers, no matter how well intentioned and public- 
spirited they may believe themselves. They are the cus- 
todians of the rights of their shareholders whose interests 
they are in honor bound, above all other things, to protect 
and advance. That is the point of view from which we are 
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entitled to expect that they must and will primarily view 
any proposed legislation. They are not dealing with their 
own property. Their first duty is to advocate the interests 
intrusted to their care. Nor is it fair to regard their recent 
suggestion that under certain conditions they will surrender 
their charters and go out of the National Banking System 
in the light of a threat. If they are right it is merely a 
frank reminder that they hold a strategic position, due to 
our unfortunate dual form of government. It is an entirely 
legitimate argument for them to employ in the furtherance 
of the interests they represent. 

The bankers are about as patriotic in this controversy as 
are the manufacturers in the protected industries in dealing 
with the tariffs in which they are interested or as any other 
class of citizens similarly situated. I have no doubt that 
in both of these instances the gentlemen concerned believe 
the positions assumed by them to be sound and public- 
spirited, but the unconscious bias of personal interest that 
is inherent in human nature renders such advice worth- 
less except as the argument of an interested party which 
is to be carefully scrutinized and weighed. Treating 
this as a question of expert opinion, we all know how 
unreliable and irreconcilably conflicting are such opinions 
where bias enters as a factor. The supposed authority 
with which the expert speaks and the presumed ignorance 
of the tribunal that he is endeavoring to instruct serve 
greatly to accentuate the danger. 

The shifting attitude of the bankers with respect to the 
wisdom of banking control as against government control 
of the issue of currency is fairly illustrative of the peril 
of submitting blindly to the guidance to which we are in- 
vited. They were a unit in the championship of the Aldrich 
Bill for the establishment of a Central Bank and for its 
absolute control by the bankers. They assisted to maintain 
for years and at great expense an organization to spread 
that propaganda. Yet it is admitted to-day by many of the 
best-informed men in the banking world that a Central Bank 
would not be best adapted to our needs and that the expan- 
sion and contraction of the currency of a nation is essen- 
tially a Governmental function that should never be under 
private control. 

One of the most profound students of finance in this coun- 
try is Mr. Paul M. "Warburg, the well-known New York 
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banker. He is a recognized authority — and deservedly so. 
He was educated in the science of finance through a lifetime 
of experience in Germany, where the problems are perhaps 
better understood than in any other part of the world. He 
was an ardent champion of the Aldrich Bill, and is by many 
supposed (whether rightly or wrongly) to be its chief au- 
thor. The fact that even the ablest of experts is fallible, 
and that the instinct of the country was more reliable than 
the judgment of the banking community, is well illustrated 
by Mr. "Warburg's changed point of view with respect to the 
Aldrich Bill as evidenced by the accompanying article in 
which he frankly admits the justice and desirability of Gov- 
ernmental control and its advantages over the banking con- 
trol that was the basis of the Aldrich Bill. He also concedes 
that a satisfactory plan can be worked out without a Cen- 
tral Bank, and with characteristic breadth and candor points 
to numerous particulars in which the pending bill is a dis- 
tinct improvement. 

And yet it seems only yesterday that it was considered 
heresy to question the perfection of the Aldrich Bill, and 
spelled disaster to take out of the hands of the bankers the 
control of the issue and regulation of the currency of the 
nation ! Now they tell us that private control would not be 
proper and that they do not want it. All they ask now is 
representation on behalf of the bankers in the performance 
of this purely public and Governmental function of issuing 
money to them. They want to sit on both sides of the table 
— to be borrowers and to be represented in the Government 
body that passes judgment on their loans and the security 
they offer. 

When these gentlemen tell Congress that their onslaught 
upon this Bill is in the spirit of patriotic co-operation un- 
affected by private interest they are unconsciously over-es- 
timating their moral and intellectual strength. They are 
not able to judge fairly in a cause so peculiarly their own. 

Whilst, therefore, it would be intolerable folly to refuse to 
listen patiently and judicially to the development of their 
point of view and to weigh carefully the arguments that their 
experience may suggest, Congress cannot be expected to ac- 
cept at its face value their prophecies of disaster or their 
polite warning that they would be compelled in self-preser- 
vation to exchange their Federal charters for State charters 
unless their particular solution is accepted. 
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This brings us to the consideration of an important pre- 
liminary question that must be squarely met and determined 
now, before Congress can make any progress with Currency 
Reform. Is it true that the country can have no effective 
legislation except by the grace and with the approval and 
co-operation of the National Banks? Putting the question 
broadly and brutally, Must they be coaxed into the new sys- 
tem, or will they be forced by self-interest into the pending 
plan? 

If no Currency Law can be made effective except by their 
grace and with their voluntary co-operation it follows that 
we must either let them write the law they demand, even 
though it does not meet the public requirements, or go on as 
at present with the inelastic, unsound, absurd system under 
which we have been staggering, until we can amend our Con- 
stitution so as to unify the system. 

Have we really reached such an impasse? Are we in any 
such plight? I think not. 

It is manifestly to their interest to accept the Bill as it 
stands. That is after all the sole criterion by which to judge 
the probabilities of their action. If the Bill should be amend- 
ed — as it should be — to require that no State institution can 
become a member of any Reserve Bank unless its charter 
powers are restricted to those possessed by a National Bank, 
and if it be strengthened so that by no circumlocution could a 
non-member, indirectly through a member or otherwise, 
secure any of the rediscount benefits, there would be no 
sound incentive to a National Bank to retire and many 
reasons why no National or State Bank will be able to exist 
outside the membership of a Reserve Bank. The ability to 
rediscount its paper and to utilize its credit in the form of 
acceptances and thus safely and conservatively to use its 
capital, deposits, and credit over and over again will be a 
compelling power against which the non-member bank will 
not be able to compete. 

On the other hand, it has been suggested that the character 
of the paper dealt in by the small country banks is such — and 
that the amounts are so small — as to make this paper in- 
eligible for rediscount, and that they would be merely fur- 
nishing capital for the use of the larger banks. There is no 
basis for any such assumption. If there were, the plan would 
not be worthy of discussion. It ignores the fact that even 
though the makers are obscure and unknown the paper is to 
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bear the indorsement of the local bank, and the further fact 
that in foreign countries the business of the Central Govern- 
ment Bank consists largely in rediscounting bills and accept- 
ances of the small country tradesmen and farmers through 
the local agencies that the Government Bank has scattered 
throughout the country. The success of the pending experi- 
ment depends on the strength of its appeal to the small bor- 
rowers and the almost universal use of its facilities by them, 
as is the case in European countries. During the hearings 
before the Senate Committee Senator Crawford of South 
Dakota argued that the small banks would oppose the pro- 
posed compulsory subscription to the capital of the Eeserve 
Banks because their paper was of too long maturity to be 
available for rediscount and the proposed subscription would 
deplete their loanable funds without corresponding benefit. 
Did it occur to the Senator that, whatever might have been 
the original maturities of the bills held by these small banks, 
they are constantly maturing, and a given proportion would 
always be available for discount at some time even though 
not when at first received by the banks, and that they would 
therefore be quite as available as the short-time paper? 

The Bank of France and its branches are open to every- 
body. Merchants, manufacturers, artisans, farmers — all 
alike. Any one may open an account with it for a trifling 
amount. It discounts for every one who has a current 
account, bills of exchange, checks, bills to order, and com- 
mercial and agricultural warrants which have not more than 
three months to run. The Bank and its branches accept for 
deposit and discounts without distinction bills and accept- 
ances that are payable in any of the 467 towns in which it un- 
dertakes to collect bills. The minimum amount subject to 
discount was lowered in 1898 to five francs (ninety-six cents), 
and the number of small bills discounted by the banks has 
never ceased to increase since then. In 1911, 55 per cent, of 
all bills discounted was less than twenty francs ($3.86). 
> The Eeichsbank will accept as low as ten marks, and will 
take any bill having three months, to run bearing at least two 
good signatures. Under the proposed Bill the member banks 
of the Eeserve Bank will perform the function of these 
agents of the Continental Central Banks. There is no basis 
for the assumption that the Eeserve Banks will not be quite 
as useful, if not more so, to the small member banks than to 
their more important members. All the probabilities, based 
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on experience, are the other way. It is difficult to credit the 
accuracy of the claim that the country banks are objecting to 
subscribing 20 per cent, of their capital to the Reserve Bank, 
of which 10 per cent, is to be paid in and the balance to re- 
main as an uncalled liability, and that they are responsible 
for the demand that the subscription and liability be each re- 
duced one-half. The 10 per cent, of their capital which they 
invest is a mere bagatelle as compared with the reserves 
that they will be able to release and employ through their 
Reserve Banks, while they will use their capital, deposits, 
and credit over and over again through the privileges of re- 
discount and acceptances. The reduction of their required 
reserves from 15 per cent., as at present, to 12 per cent., as 
proposed, will in itself more than offset this stock investment. 
Besides, they in fact lose no part of their capital. They can 
reborrow it from their Reserve Bank and thus get back the 
use of their money and at the same time earn the dividend 
on the stock. Presumably, every member will rediscount in 
its proportion of the available funds. The 33 per cent, re- 
serve requirement of the Reserve Bank applies only to de- 
mand liabilities. It does not include resources derived from 
the sale of its capital stock. 

I submit, therefore, that the attractions of the plan are 
irresistible for the small banks — both State and National — 
and that this Bill does not depend upon the grace of the 
banks, nor should Congress depart from lines that it believes 
to be sound and just in deference to any such fear. 

But there is still another and controlling reason for re- 
jecting the view that we have no alternative but to allow the 
banks to write this Bill. If the country cannot have a sys- 
tem based on the membership and co-operation of the banks, 
we can, if need be, have one in competition with them, at 
least equally sound and far more in the public interest. This 
Bill as it has now been amended is far more generous to the 
banks than any known system, as will be hereafter shown. 
It unduly and unnecessarily protects the banks from whole- 
some competition to an extent heretofore unknown. In that 
respect it is unsound and is a radical departure from the 
principle on which the European Central Banks are operated. 

'As I read the Bill the Reserve Banks are not allowed to 
take private deposits, nor to buy, sell, discount, or rediscount 
domestic bills or notes in the open market or by any means 
except for or through the member banks. In that way all 
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healthy competition in the discount market is strangled, and 
the only effective way of keeping down the rate is prevented. 
If we ever hope to establish a discount market the Bill must 
be amended in the latter particular. 

I am aware that the Committee on Banking and Currency 
of the House in its Report accompanying this Bill (p. 52) 
claims that the Reserve Banks are permitted to engage in 
these transactions, as they should be. If this was the inten- 
tion there is grave doubt whether the Bill accomplishes the 
purpose. It authorizes the purchase in the open market of 

"prime bankers bills and bills of exchange of the hinds and maturities 
made eligible for rediscount." 

The only classes of paper " made eligible for rediscount " 
(Sec. 14) are notes and bills of exchange bearing the indorse- 
ment of a member bank and acceptances of a member bank 
involving the exportation or importation of goods; while 
Section 17 specifically provides that 

"All domestic transactions of the Federal Reserve Banks involving 
a rediscount operation or the creation of deposit accounts shall be con- 
fined to the Government and the depositing and Federal Reserve Banks 
with the exception of the purchase and sale of Government or State 
securities or of gold or bullion." 

As these are the only provisions bearing on this subject, it 
is difficult to understand the basis for the Committee's con- 
struction. Yet it is all-important that there should be such 
power and that it should at times be freely exercised as the 
most effective means of keeping down the private discount 
rate in a given locality as against local combinations and 
other conditions resulting in an excessive rate and in order 
to maintain an active discount market. 

In England, France, Germany, and other countries the 
Central or Government Banks take private deposits and buy 
paper directly in the open market in competition with the 
private banks, bankers, and individuals who are their cus- 
tomers and for whom they rediscount. In this way the 
private discount rate is regulated. 

In 1906 the Reichsbank had 70,000 depositors, of which 
only 2,500 were banks. There were 26,000 merchants, 9,500 
farmers, 22,000 industrial companies. The first deposit must 
amount to not less than 150 marks ($37), and the account is 
not allowed to go below 50 marks ($12.25), but the smallest 
deposit entry allowed is 2% cents. 
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In the same way the Banks of Prance, England, and other 
countries have vast numbers of depositors, of which only a 
small proportion are banks. All the European Government 
and quasi-Government banks compete with the private in- 
stitutions both in the taking of deposits and in the pur- 
chase and discount of commercial paper, except that they 
allow no interest on deposits. 

This Bill, following the lines of least resistance and ap- 
parently in the laudable desire of its framers to over-gen- 
erously meet the views of the banks (but from what I believe 
to be a mistaken conception that they must at all costs have 
their co-operation), erroneously preserves and secures to 
the private banks the monopoly of the domestic discount 
market. Why, for instance, the Reserve Banks should be 
allowed and encouraged to buy long-time foreign bills of 
exchange in the open market without the indorsement of a 
local bank and be prevented from discounting or acquiring 
domestic bills except from member banks and with such 
indorsement, it is difficult to understand. It is distinctly 
detrimental to domestic business. The result will be to 
enable foreign merchants to borrow more cheaply in our 
markets than our own merchants, and in that way cripple 
the efficiency of our own citizens in the markets of the 
world where we meet these foreign merchants in com- 
petition. If they can borrow on better terms than our 
home merchants because the Reserve Banks are author- 
ized to compete for their six months' bills directly in 
the open market, while the home merchant can discount 
and sell short-time bills only through and with the indorse- 
ment of his bank, the foreigner will get cheaper money. 

It is likewise puzzling to comprehend how the operations 
of the Reserve Banks are to keep down the rate of discount 
unless they are permitted to fix a bank-rate at which they 
will purchase or discount commercial paper in the open 
market. If they can only acquire such paper through their 
member banks there is no check whatever upon the rates of 
interest that may be charged by the local institutions. 

If, however, I am wrong in assuming that the banks cannot 
afford to surrender their charters, and if it transpires that 
such surrenders will be made in exchange for State charters, 
why should not the shares of stock of these Reserve Banks 
be offered to and held by the public as in European coun- 
tries? 
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The Bank of England has 145,530 shares scattered among 
11,986 individual shareholders, or an average holding of less 
than 1214 shares each. Each owner of 500 shares or over 
has but one vote regardless of the amount held. 

The Bank of France has 182,500 shares held by 32,867 
holders, averaging 514 shares for each holder; 11,592 hold- 
ers have one share each; 6,889 have two shares each; 1,742 
have 10 to 20 shares each; 1,088 have 21 to 50 shares each; 
246 have 51 to 100 shares each. Only 108 holders have 
100 shares or over. 

The Reichsbank has a capital of 100,000 shares. There are 
two classes of stock, 40,000 shares of 3,000 marks ($750) 
each, and 60,000 shares of 1,000 marks ($250) each. On 
January 1, 1912, there were 18,757 holders, with an average 
of 5 1-3 shares each; 16,537 domestic owners held 29,810 
shares of the first class and 58,540 shares of the second class. 

The voting power in all cases is so arranged as to pre- 
vent large interests from acquiring control by limiting it 
to small holdings and disfranchising excess holdings in any 
one hand. 

There can be no doubt of the great attractiveness to the 
general public of the shares of these Reserve Banks, even if 
the dividends be limited — as they should be — to 5 per cent, 
or 6 per cent., with no contingent interest above that. The 
Reserve Banks should be operated as a public convenience, 
and not primarily for profit. If they are to be co-operative 
and not competitive there should be no inducement to sel- 
fishness or rivalry between the managements of the various 
institutions. It must always be remembered that they are 
to be controlled by the member banks. The temptation for 
profit-making must be removed. Besides, the Government 
not only contributes the use of its vast funds, but gives 
its credit as well, in the form of treasury notes, and ought 
in justice to have everything that may remain in the way of 
profits after practically assuring 5 per cent, or, if need be, 
6 per cent, on the investment. 

So far as concerns the success of the Reserve Banks, 
without the co-operation of the banks, and as purely Govern- 
ment institutions with their shares publicly owned and ap- 
pealing generally for deposits and lending in competition 
with the other banks, no large borrower could afford not 
to have an account with the Reserve Bank. The non-interest 
bearing accounts it would thus secure, together with its 
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Capital and Government deposits and the ability to obtain 
currency on the rediscount of its commercial paper, would 
permit of a comprehensive plan without regard to the mem- 
bership or assistance of the banks. 

The $105,000,000 of capital that the banks contribute, and 
on which they get a very substantial return, is. trifling as com- 
pared with the magnitude of the operation. The public 
would doubtless jump at the opportunity for such an invest- 
ment in a Government-controlled institution, while the pri- 
vate deposits, together with the bank reserves and Govern- 
ment funds, would make a far more powerful and a vastly 
more useful institution than the scheme suggested by this 
Bill. It would operate as a hardship upon the banks and 
ought for that reason not to be resorted to if the present plan 
can be made operative. But if that is to be the alternative 
to permitting these gentlemen to write a Bill that is not re- 
garded by Congress as the most wise or just solution of the 
problem, there need be no apprehension as to the outcome. 

I do not believe we shall ever be confronted with any such 
alternative. There is far too much of advantage in the pend- 
ing proposition for these eminently practical and resource- 
ful gentlemen to surrender. The Bill may be said to be now 
in the stage of negotiation. Judged by their proposals to 
the Senate Committee, the bankers evidently so regard it, 
and Congress seems disposed to accept that view. I insist 
that it should not be dealt with on any such assumption, but 
should be treated like pending legislation on any other sub- 
ject which Congress has the undoubted right to enact and 
enforce, if in the public interest, without regard to the 
wishes of the banks. 

"We have heard so much during this discussion about the 
necessity of harkening to the advice of these interested ex- 
perts in the framing of the law that is to govern them that 
one would almost imagine that there is something occult 
or mysterious about this business of banking, upon which 
the lawmaking layman must not lay his ignorant, impious 
hands, lest by intruding upon the sacred precincts he mar the 
sensitive structure. 

The fact is that, while finance is a science of which there 
are unfortunately few students in this country and which is 
little understood here, any good merchant knows, or should 
know, as much as our bankers about banking as it is prac- 
tised here. The merchant extends credits for merchandise 
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in the same way that the banker deals in money credits, with 
the difference that the credits of the great merchants are 
wide- spread and diversified, extending all over the country 
and perhaps over the world, while the bank credits are 
mainly local. The merchant also borrows as well as lends. 
There is too mnch confusion of thought between finance and 
banking in the discussion of this question. The framers of 
the Bill seem to have been unduly impressed, for we find here 
and there provisions such as that requiring that the Chair- 
men of the Reserve Banks shall be men of " tested banking 
experience " — whatever that may mean. There are many 
great merchants whose financing operations are far greater 
in volume and more diversified than the banks with which 
they deal. Are they to be ineligible as chairmen of these 
boards? 

Many of the most prominent men now in the banking world 
of America have gone to the heads of leading banks and trust 
companies of the country directly from the employ of rail- 
roads, from law offices, Government service, and elsewhere 
with no previous banking connection or experience, and have 
conducted them with marked success. 

Again, most of our leading private bankers here and 
abroad have drifted imperceptibly from merchandizing into 
banking. Such firms as Rothschilds and Barings are mainly 
and primarily merchants. Rothschilds are to-day among the 
largest of the world's merchants in the purchase and sale of 
copper, rubber, coffee, and oil. It was by reason of their 
position as merchant traders that they began loaning on the 
products they were handling for their customers and thus 
became bankers as an incident of their business as merchants. 
In New York City there are numerous men at the heads of 
leading banks and trust companies and important partners 
in the greatest private banking firms of the country who went 
there directly from the practice of the law without any pre- 
vious business experience whatever, and some who have taken 
their places at the heads of these institutions without any 
sort of previous experience either in the business or profes- 
sional world and have successfully filled the positions. 

A banker, on the other hand, could hardly go from his desk 
into the practice of the law or medicine or architecture or 
take charge of a factory. These activities require special 
knowledge. There is no legerdemain about the banking 
business. 
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These observations are not intended to belittle the im- 
portance of this useful, honorable, and dignified calling in 
which many of our best and most patriotic citizens are en- 
gaged. They are intended only to remind one another that 
we must not rely entirely on the wisdom of the interests that 
are to be regulated. 

To return now to the discussion of the merits of the Bill 
under consideration, the objections that have been urged by 
the bankers and others and the counter-proposals that are 
advanced : I am an unqualified champion of the fundamental 
principles involved in the Bill in its present form, although 
there are many minor and a few important particulars in 
which it may be improved. It will hardly be contended that 
in its present form the Bill is a perfect or comprehensive 
measure. It does not purport to be. It must eventually be 
supplemented by a revision of our obsolete National Banking 
Law, that has not been revised for sixty years, before the 
Bill can be considered a comprehensive body of modern law 
applicable to present-day conditions in the banking and finan- 
cial world. All this may safely follow later as part of the 
system that is now being created. So, too, the minor defects 
will doubtless be remedied as the discussion proceeds, for the 
men who have led in framing the Bill are dominated by 
the earnest, unselfish, and single-minded purpose of presents 
ing the best possible results — unhampered by pride of 
opinion. 

The fundamental principles involved may be summarized 
as follows: 

1. A Currency issued by the Government and under ab- 
solute Government control. 

2. The decentralization of the vast banking reserves of 
the country that have been attracted under the present law 
to New York as the only place where they can be utilized 
and at the same time kept liquid. There they have come 
into the hands of a small coterie of men through their domi- 
nation over a dozen or less great banks in that city where 
they have been used to control the credits in great com- 
mercial and financial transactions and to promote stock 
speculation. This Bill will go far toward assuring to the 
country the great boon of retaining these reserves in the 
regions where they belong and of utilizing them in the le- 
gitimate channels of commerce of those sections. 

3. The establishment and development in the course of 
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time of an open market for the discount of bills of exchange 
and acceptances based on genuine commercial transactions, 
thus rendering credits liquid with us as in other countries. 
In that way ' ' call loans ' ' on Stock Exchange securities will 
cease to be the only recourse of the banks for their idle 
money. The Bill will be the first chapter in a body of laws 
as the result of which the " loan stand " of the New York 
Stock Exchange will lose its unique distinction as the only 
open money market of the United States, and in its place 
we shall have a recognized and stable market for sound 
credits that cannot be monopolized or put at the mercy of 
a few men and that will go far toward stimulating healthful 
independent enterprise. 

4. The employment of the credits of the banks through 
the power to accept merchants' bills and drafts, thus ma- 
terially supplementing the resources of the banks without 
involving the use of additional money. 

5. The development of a market for foreign bills of ex- 
change that will release us from our present anomalous 
and absurd position of having to pay tribute to foreign 
countries on all our vast transactions with those countries. 

These are a few of the more important results that can 
be worked out under this Bill that have led me to urge its 
passage at this time and without awaiting a revision of the 
Banking Law and without now attempting to engraft upon 
it any of the many important recommendations of the Re- 
port of the so-called " Pujo Committee," although these 
recommendations in my judgment will be necessary in con- 
nection with this Bill in order to correct the dangerous 
and growing concentration of the control of credits in a 
few hands and to relax the grip of the " Credit Trust " 
upon the industries of the country. 

Let us first build the foundation of our new financial 
structure. This law furnishes at least an outline of the 
machinery for that purpose. The completion and embel- 
lishment of the edifice will take time and require discussion. 
Many questions, such as the adoption of the well-nigh uni- 
versal European policy of prohibiting interlocking directo- 
rates, but that are not essential to be considered at this stage 
of the work, must then be settled. 

It should accordingly be understood that whatever sug- 
gestions may be made in this discussion with respect to 
changes in the Bill are those of a friendly critic and cham- 
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pion, and are offered solely with the view of bringing about 
in the most effective way the accomplishment of the above- 
stated purposes. 

If we are now ready to begin the task of shaking off the 
grip of the small coterie of men who hold in the hollow of 
their hands the control of the credits of the country affect- 
ing great financial and industrial projects; if we want to 
take the reserves of the country away from "Wall Street, 
where they have been used to " rig " the stock markets; if 
we want to require them to be utilized in the legitimate chan- 
nels of commerce ; if we want to contract unhealthy specula- 
tion and at the same time expand and stimulate legitimate 
business, this Bill marks an important step in that direction. 

The main advantages to the banks of the new law as 
against the existing system may be summarized as follows : 

1. The reserves required to be kept by the banks against 
their demand liabilities average about 20 per cent, less 
than under the existing law, thus expanding their loaning 
power and consequent opportunity for profit to that extent. 

2. The utilization of that part of the reserves that is 
required to be deposited with the Reserve Banks for the 
proportionate benefit of the depositing banks in the forms 
of rediscounts and of dividends on their share-holdings in 
the Reserve Banks. 

3. The right of the banks under Section 15 to lend their 
credit in the form of acceptances to the extent of one-half 
of their capital in transactions involving the importation 
and exportation of goods. This form of transaction in- 
volves no expenditure or investment of capital and is almost 
equivalent to additional capital. 

4. The enormously valuable privilege of rediscounting 
their commercial paper with the Reserve Banks and of re- 
ceiving currency therefor. 

The extent to which such rediscounts may be made for 
any one bank appears to be unlimited except as to the ma- 
turities of the paper and as to acceptances based on foreign 
transactions. Presumably not less than 75 per cent, of a 
bank's paper has an average maturity of less than 90 days, 
so that it is ultra-conservative to assume that under this 
provision a bank that deals strictly in legitimate commer- 
cial paper may increase its lending power on this account 
alone by at least 40 per cent, and its profits accordingly, less 
the interest it will have to pay to the Reserve Bank, which 
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would at all times be considerably lower than that which 
it would charge its customer. 

5. The comfort and security with which the banks can 
conduct their business regardless of temporary money strin- 
gency and other disturbances, as the result of this " pool- 
ing ' ' of the bulk of their required reserves in the hands of 
the Reserve Bank for equalization and distribution among 
the members as occasion demands. An equitable use of 
this fund will result in giving back to each member that 
needs it the use of two-thirds of the reserve thus required 
to be deposited. 

If to these advantages there be added, as there should 
be, the right to the banks to lend their credit to domestic 
transactions in the form of acceptances, and the power to 
the Reserve Banks to discount such acceptances and to 
procure currency on the rediscount thereof, it will be dif- 
ficult to estimate the extent to which the earning power 
of the banks will be thereby increased. 

As against the assurance of this stability and vastly in- 
creased earning power the banks have been able to suggest 
two possible drawbacks as affecting their profits : 

1. That they are required to subscribe 20 per cent, and 
now invest 10 per cent, of their capital in the shares of 
the Reserve Bank on which they have a first charge of 5 
per cent, annual dividend, and (2) that whereas they now 
get about 2 per cent, interest on their deposited reserves 
they will get none from the Reserve Bank. 

These considerations seem so trifling as compared with 
the pecuniary advantages to the banks as to cast doubt 
on the seriousness of their entire contention. Even if 
they are limited to a return of 5 per cent, dividend 
on their stock investment that can hardly be considered a 
hardship and will not arouse keen sympathy, when we 
reflect that besides this return on their investment they 
will get back the use of this capital as well as of two-thirds 
of their deposited reserves in the form of rediscounts. Un- 
der the present law these reserves are of no use to them or 
their depositors or their community. They go to New York 
and are there loaned on the Stock Exchange because there 
is no bill or discount market and no other way of directing 
them back into the current of legitimate business. 

The opposition of the great New York banks to this Bill is 
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readily comprehensible. From the point of view; of self- 
interest they are right in opposing it. 

It appears from the testimony and exhibits attached to the 
report of the Pujo Committee that of the 25,000 or there- 
abouts of National and State Banks and Trust Companies 
in the United States, 19,015 had on November 1, 1912, ac- 
counts with the thirty leading banks and Trust Companies 
in New York City. 

Ten of these institutions held 15,483 of these accounts, as 
follows : 

Number of Out-of-town 
Banks Bank Depositors 

Bankers Trust Company 237 

National Bank of Commerce 1,671 

Chase National Bank 3,103 

First National Bank 579 

Guaranty Trust Company 182 

Hanover National Bank , 4,074 

Libtrty National Bank 312 

Mechanics & Metals National Bank 1,010 

National City Bank 1,889 

National Park Bank 2,426 

15,483 

It is probable that in this total there are duplications, 
as some of the larger out-of-town banks have each more than 
one correspondent in New York. There was no means of 
determining the extent of these duplications, as the banks 
refused to disclose the names of tbeir correspondents, but 
the number is believed to be comparatively negligible, not 
exceeding five hundred at most. 

These ten institutions have close and recognized Morgan- 
Baker-Stilman affiliations. Most of them are controlled or 
dominated by these interests through stockholdings, voting 
trusts, interlocking directorates and in other ways. There 
are 39 National banks, 42 State banks (exclusive of Savings- 
banks) and 28 Trust Companies in New York County alone, 
some of which are under like domination, but it was found 
impracticable within the limited time to secure the data from 
the remaining 79 institutions. 

It is estimated that about 22,000 out of the 25,000 banking 
institutions of the country have .accounts with New York City 
banks and keep at least part of their reserves there. 

On November 1, 1912, the 30 New York institutions 
above referred to had on deposit belonging to their out- 
of-town correspondent banks $483,373,000, and in addition 
they had on that day loans outstanding which they had 
vol. cxcvm. — no. 695 33 
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made for these correspondent banks on Stock Exchange col- 
lateral aggregating $240,480,000, making a total on that day 
of $723,853,000. On the same day these New York banks 
had in addition like loans of their own funds outstanding 
on Stock Exchange collateral amounting to the aggregate 
of $526,315,000, which doubtless included funds that they 
held on deposit for their correspondent banks. 

Of the above totals the ten so-called Morgan-Baker-Still- 
man institutions had on that day deposits belonging to their 
out-of-town correspondent banks of $338,190,000; loans of 
their own outstanding on Stock Exchange collateral $371,- 
822,000 and for their correspondent banks $172,193,000 in 
addition to the moneys belonging to these banks that were 
on deposit with them. There is no available record of the 
amounts held on that day by other New York institutions 
under like control. 

It requires no extended argument to demonstrate that 
through these deposits and the handling of this money of 
their correspondent banks these institutions wield a power- 
ful control over Stock Exchange speculation and over the 
finances of the country. 

Much of this power will be lost to them when this Bill goes 
fully into effect, which will not, however, occur until after 
thirty-six months. Here, again, the Banking Committee 
has erred on the side of over-abundant caution. Half 
the time would be ample for the purpose. The serious 
feature of this unreasoning timidity lies in the fact that 
the new system will not get a fair chance. Without these 
reserves it will be less powerful than several of the separate 
member banks, and the whole venture is in danger of being 
prematurely condemned. We are placing in the hands of 
those who may find the new system against their interest 
the power to discredit and cripple it. No such time is 
needed to make the transfers without disturbance. When 
the time finally comes the reserves will go into the Reserve 
Bank and will be loaned by it to its members for legitimate 
business purposes. The moneys that the country banks> 
have been sending to Wall Street at times when they could 
not be utilized at home and frequently in times of semi- 
panic because of the attractive rates that Wall Street was 
bidding, will be available to buy commercial bills and ac- 
ceptances, as is the custom all over Europe, when they have 
been made liquid here as they are there. 
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No more significant illustration could be offered of the 
conditions under which the money of the banks of the coun- 
try is attracted to New York City for the purpose of stock 
speculation, and just when it is most needed in the sections 
where it belongs than the following table, showing the loans 
on Stock Exchange collateral that the above mentioned New 
York banks had outstanding on behalf of their correspond- 
ent banks on January 1st, July 1st, and November 1st, 
from 1908 to 1912: 





No. of 




No. of 




No. of 






Banks 


January 1st 


Banks 


July 1st 


Banks 


November 1st 


1908. 


...29 


$106,621,000 


29 


$ 89,248,000 


30 


$ 85,011,000 






103,524,000 


30 


121,648,000 


30 


165,557,000 


1910. 


...31 


208,260,000 


31 


160,185,000 


31 


125,201,000 


1911. 


...31 


143.876,000 


32 


128,804,000 


32 


142,820,000 




. , ,32 


140,901,000 


31 


141,028,000 


32 


240,480,000 



It will be recalled that November 1, 1912, was the height 
of the recent panic when money was scarce and high all 
over the country. On that day the loans made by these 
banks for their out-of-town correspondents were about 
double the average amount outstanding on the same day of 
the preceding three years. 

It may be that the gentlemen who oppose this Bill are 
really voicing the sentiment of the small banks of the coun- 
try, but the more one analyzes the stated grounds of ob- 
jection the more difficult it becomes to understand the basis 
of opposition. The independence of the country banks will 
be so largely promoted and their loanable resources so vast- 
ly augmented by this Bill that it is well-nigh incredible that 
they should hesitate. 

The claim of Mr. Forgan that the Bill will result in a 
vast contraction of the loanable funds of the country is so 
effectively punctured by the figures presented by Senator 
Owen that further discussion is unnecessary. The real 
source of danger is rather from the reckless inflation that 
may follow a too liberal definition of what constitutes com- 
mercial paper, as will be hereafter shown. 

Taking up now seriatim the remaining objections urged 
by the bankers and their proposals for changes, we find them 
still insistent upon a single Central Bank and, failing that, 
they urge a reduction from twelve to five in the number of 
the Reserve Banks. They no longer contend as under the 
Aldrich Bill, for private banking control of the Central body, 
but demand minority representation in the Federal Board, 
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although the Bill generously accords them control of all the 
Reserve Banks. 

Let us analyze the justice and wisdom of these demands. 
A Central Bank is of course out of the question, not merely 
because the dominant party is by its platform definitely com- 
mitted to the people of the country against it, but because it 
is impracticable and unsound. It has been truly said that it 
would be like having one Central Bank for all of Europe. 
The area is as large and the conditions in the different sec- 
tions of the country are quite as varying. Discount rates 
adapted to the various sections would be impossible and con- 
tact between the members and the bank could be had only 
through local agents at the branches. There could be no 
first-hand knowledge of the character of the paper to be re- 
discounted. The structure would be bound to become top- 
heavy and unworkable. The discussion on that point has be- 
come so purely academic that it is not worth while pursuing. 

Whether there shall be twelve regional banks or only four 
or five such banks is a serious and debatable question. The 
arguments in favor of a less number are powerfully arrayed 
in Mr. Warburg's paper printed in this issue. His con- 
clusions are unassailable if his premises are correct that 
under the proposed system the reserves cannot be effectively 
mobilized, that a wide discount market for bills cannot be 
developed and that as a result the call-loan market will 
continue to be the stand-by of the banks. 

I see no reason for assuming or agreeing to the soundness 
of any of these contentions. The various Reserve Banks are 
ingeniously " pipe-lined " under the supervision of the Fed- 
eral Board, which thus secures the power to mobilize their 
reserves in anticipation of emergencies. That is a necessary 
power, and should be encouraged instead of being opposed 
by the banks. It makes for stability. It secures combined 
effort, which has always been urged as the great virtue of 
the Aldrich plan, and at the same time avoids the dangers 
of permanent centralization. Under normal conditions they 
operate independently and responsive to local requirements. 
In times of stress they are drawn together for united and 
co-operative action under impartial direction. 

It is strenuously insisted in this connection that the dele- 
gation to the Federal Board of the power to require one 
Reserve Bank to rediscount or lend its credit to another 
is despotic and unjust, although it has always been admitted 
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and urged that such a mobilization of resources may become 
necessary for the general welfare. It is said that this power 
in the Federal Board places the funds of the Reserve Bank 
beyond the control of its shareholders and managers and 
of those to whom the deposits belong. The fact has been 
overlooked that as the bill now reads no action can be taken 
in this direction without unanimous consent of the Federal 
Board, which I consider wrong, as not being sufficiently 
elastic. The same result now complained of could probably 
be accomplished by concentrating all the Government funds 
in a Reserve Bank that needs help at a given time. In 
directing such transfers the Government would be dealing 
with its own money so that no complaint could be made 
of the Government extending help in that way. Again, to 
what extent would the exercise of this power place the 
reserves of the country banks further beyond their con- 
trol than they are at present? They are now deposited 
in reserve city banks which lend them as and when they 
please, while under the proposed regulations they can be, 
loaned only to member banks except by unanimous consent 
of the Government Board. Without that provision it would 
rest with the banks in control of a Reserve Bank to use the 
funds of the Government in the form of deposits and its 
credit in the form of notes and at the same time refuse 
the co-operation that is now admittedly essential to the 
working of the system. So long as it is insisted, and rightly, 
that the power to mobilize the reserves is essential to the 
success of the plan, there should be no captious objection 
to carrying out the scheme. The requirement for unanimous 
consent is quite as perilous to the banks as to the Govern- 
ment and the country. There seems nothing very despotic 
or unjust about this necessary measure of protection in the 
interest of those who are declaiming against it. 

Answering now the argument that a wide discount market 
cannot be developed unless the number of Reserve Banks 
is diminished and their power correspondingly increased, 
one would imagine that the character and extent of the dis- 
count market would depend on the combined resources of 
the entire system that are available for the purchase or 
rediscount of foreign and domestic bills and acceptances 
and the corresponding demand, regardless of the number 
of units of which the system, consists. 

The importance of the development of such a market 
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cannot be over-estimated. It lies at the foundation of the 
entire Currency problem. The subject is little understood 
in this country. The Bill does not sufficiently define com- 
mercial paper or protect the character of the paper against 
which currency may be issued to accomplish the desired 
purpose, except to " sidestep " the difficult problems in- 
volved by relegating the whole subject to the Federal Board. 
That will never do. The question is fundamental. 

I do not believe it will in any event be possible to develop 
this market for bills and acceptances unless the Reserve 
Banks are plainly permitted and encouraged to buy bills 
in the open market in competition with the banks, as before 
stated. The attributes of such paper will be discussed later. 

Mr. Warburg has failed in his ingenious and highly in- 
structive discussion to prove that the plan of four or five 
Reserve Banks will facilitate a discount market as against 
twelve such banks. If he can make good that claim he will 
have presented the strongest possible argument in support 
of his contention for a lesser number of Reserve Banks. 

The bankers are inconsistent in arguing that with twelve 
banks each would be too weak and at the same time protest- 
ing against requiring the payment of a 10-per-cent. stock 
subscription to strengthen them and insisting that only 5 
per cent, should now be exacted. 

The advantages urged in favor of the larger number of 
Reserve Banks are : 

1. That there should be separate bodies qualified to fix 
the discount rates in the various sections of the country, 
and that five subdivisions do not represent the varying con- 
ditions to be met. 

2. The Directors should have intimate knowledge of the 
local and sectional conditions and of the needs and respon- 
sibility of borrowers and the requirements for currency. 
If there were only four or five such banks the Board would 
be forced to rely largely on the judgment of local agents 
instead of coming into personal contact with the members. 
If all the National and State banks join the system as it 
is believed they will eventually be compelled to do in self- 
preservation, there would be an average of 2,000 member 
banks in each of the twelve Reserve -Banks, which is about 
as much real supervision as any Board can intelligently 
undertake without delegating the important work to agency 
management, which would be highly inadvisable. 
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3. A larger number of Reserve Banks with their separate 
Boards of Directors will assure the independence of the 
Banking business and safeguard the system against control 
by the powerful financial interests. 

If the Bill prevails in its present form so as to compel 
co-operation, as it should, there are no appreciable advan- 
tages and many objections to reducing the number of Re- 
serve Banks. If there were intermediate local organizations 
in the form of incorporated Clearing House Associations 
under Government supervision through which the paper of- 
fered for rediscount could be filtered and the claims of the 
member banks to accommodations determined preliminary 
to the application to the Reserve Bank there would be great- 
er force in the contention. In the absence of this intermedi- 
ate machinery sound supervision of loans by the Board 
would be impossible with less units. 

The banks complain of the constitution of the Boards 
of the Reserve Banks and of the Federal Board and demand 
three principal changes in that respect: 

(a) That they have representation on the Federal Reserve 
Board that is to supervise the Reserve Banks; 

(b) That as to the six Directors who, with three members 
to be named by the Federal Board, will constitute the 
Board of each Reserve Bank, all of whom are to be elected 
by the member banks in Classes A and B of three members 
each, the power now given the Federal Board to remove 
the three Directors of Class B shall be stricken out ; and 

(c) That the nominee of the Government on the Board 
of the Reserve Bank should not be made Chairman. 

There are others who on the other hand contend that the 
banks are already given too complete control of the Reserve 
Banks and that the provision for an Advisory Council 
should be eliminated. 

Here, again, the Bill is over-generous in the representa- 
tion given the member banks, irrespective of the recent con- 
cession of the official recognition of an Advisory Council 
to the Federal Board. The latter should not be permitted. 
There is no objection to the banks constituting such a body, 
or as many as they choose, for co-operation. But why 
should they be given a legislative status ? We are told that 
the Council has no power, in which event it ought not be 
given a semblance of authority that may be asserted as the 
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basis for attempting to interfere with and protest what 
should be the supreme and untrameled power of the Gov- 
ernment to supervise the system. This is a meaningless 
compromise. If the banks are entitled to representation 
on the Federal Board it should be accorded them. If not, 
this makeshift should be abandoned. It will prove a mis- 
chievous entering-wedge on which to base a demand for 
further power amounting to representation in the Federal 
Board when the auspicious moment arrives. 

The member banks are already largely and more liber- 
ally represented under this Bill, taken as a whole, than 
in any other known system. Neither in England, Germany, 
nor France is there any bank representation. In Germany 
there is an Advisory Council selected by the shareholders, 
but that is their sole participation in the management. They 
have no voice in the rediscounting or other duties of the 
bank. All the Directors and every manager of the 467 
branches and sub-branches is a Government official respon- 
sible to the Government alone. 

There are no intermediate organizations in any of those 
countries corresponding to the proposed Reserve Banks 
so as to permit of bank control or even representation. The 
Government Banks deal directly with the member banks 
and with the general public, and the banks, who are deposit- 
ors and shareholders, have no say whatever. 

As before stated, the Central Banks accept deposits from 
every one and discount for all their customers, banks, in- 
dustrial companies, firms, and individuals, and compete with 
all of them in every direction. Note how much more liberal 
to the banks is the proposed plan. They are given control 
of the banks that carry not only their reserves but the Gov- 
ernment funds as well that will amount to almost as much 
as their reserves. The banks are preferred and practically 
assured a return of 5 per cent, on their investment. The 
funds are available primarily to them in the form of redis- 
counts, and when those resources of the Reserve Banks are 
exhausted the Government lends its credit in the form of 
notes to enable them to supplement their own resources for 
their own profit. There is good ground for criticism that 
the House Banking Committee has yielded too much. 

It is imperative that the power to remove the three Direc- 
tors of Class B shall not be surrendered. The Govern- 
ment has only one of the nine Directors. The Chairman 
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has no greater voting power than any other Director. 
The banks select the others. The Government reserves 
only a veto power as to three of them. Its funds are in 
the care of this Board. They will pass on the character 
of the commercial paper that the Reserve Bank will ask 
the Government to rediscount and for which its notes are 
to be issued. The Government will have no machinery 
for reviewing the judgment of the Reserve Bank in the 
performance of that important task. It must rely on the 
men who have been selected by the banks that are seeking 
the accommodation. Surely the Government could not un- 
der these circumstances ask less than that of the six mem- 
bers selected by the bankers, three shall be satisfactory to 
it, and that when the Government is not satisfied the banks 
will select others in their stead. 

There are a number of minor features of the Bill that 
are open to criticism, among others such as 

(a) That allowing the notes to be redeemed in " lawful 
money " as well as gold. They should be redeemable spe- 
cifically and only in gold, and Section 16 should be amended 
to require the reserves against the notes to be in gold coin. 

(b) The omission of the delegation of the important power 
to the Federal Board to issue notes with which to buy gold. 
Power is given the Reserve Banks to buy gold, but no au- 
thority is given to issue notes for the purpose so as to keep 
the gold reserve intact. This defect was pointed out to me 
a few weeks ago by a leading official of one of the Conti- 
nental Government banks who had closely studied the pro- 
posed legislation. 

The Government has two simple expedients at hand for 
the substantial increase of its gold reserves. The first has. 
been pointed out by Senator Owen in the Bill introduced 
by him for the retirement of the outstanding gold certificates 
as they are paid into the Treasury for customs duties and 
other taxes and the issue of treasury notes in their place, 
thus eventually releasing over one billion dollars of gold 
which the Treasury holds now merely as warehouseman and 
to which it has no title. 

The second expedient is to issue a large amount, say 
$200,000,000, in the course of a few years of additional frac- 
tional currency and buy gold with the proceeds. That is 
what Germany has done. It has about 1,600,000,000 marks 
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($400,000,000) authorized fractional currency of which 
about 1,300,000,000 marks ($325,000,000) is now'outstanding. 
France has still more. We have an insufficient supply of 
pocket money for the needs of our people. It is the safest 
form of note issue. It is never presented for redemption. 

(c) The failure to provide a common point for the deposit 
of all required gold reserves so that the obligation for the 
redemption in gold and on demand of the Treasury notes 
that are to be issued can be made good. It will otherwise 
be regarded as an empty form. This suggestion came also 
from one of the heads of a great Continental bank. 

While the Government itself undertakes to redeem these 
notes in gold it is in effect a mere guarantor as between 
itself and the Reserve Bank. It will not have the gold and 
will have to look to its principal debtor, the Reserve Bank, 
to make good its undertaking. Why should it not put it- 
self in position to make good by providing that all the gold 
reserves of the Reserve Banks be kept at Washington cred- 
ited to each Bank, and that as notes are presented they be 
paid out of the gold belonging to the particular Bank by 
which they were issued? That will be an assurance to the 
world that the Government has the means of redeeming 
its promise. 

(d) The provisions for bank examinations should be sup- 
plemented by legislation expressly prohibiting any volun- 
tary Clearing House or other association of banks from 
requiring or enforcing the examination of any bank except 
through the agency of the Comptroller, and that the names 
of borrowers and the collateral for such loans of a bank 
be not disclosed to its competitors. The legislation on this 
subject recommended by the Pujo Committee is peculiarly 
germane to Section 23 of the Bill in order to put an end 
to the despotic power of the great banks that dominate 
the Clearing House Associations in the larger cities over 
the smaller members and to correct the character of abuses 
that are disclosed in the Report. 

In conclusion I desire to discuss at greater length what 
seems to me the most important particular in which the 
Bill should now be perfected. I refer to a proper definition 
and careful restriction of the character of the commercial 
paper for which Treasury notes may be issued. That does 
not necessarily mean that the Reserve Banks should not be 
permitted to rediscount paper that does not come within 
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this definition. It means only that they cannot get cur- 
rency on any paper other than that embraced within the 
definition. In its present form the Reserve Banks can re- 
discount only such paper as may constitute the basis of 
currency issue, but the Bill should be amended in this re- 
spect by giving wider discretion to the Reserve Banks but 
limiting the paper that the Federal Board may accept to 
legitimate commercial paper. 

Commercial paper is that which represents an actual 
transaction in the consummated purchase and sale of mer- 
chandise intended for re-sale and consumption. It must 
answer the test of being an obligation that automatically 
discharges itself in the ordinary course of business. If A 
sells and ships to B cotton, grain, or merchandise that is 
intended for re-sale, and draws on B at ninety days for the 
value of the shipment, and B accepts this draft either in 
his own name or procures a bank or banker to accept for 
him, that acceptance is legitimate commercial paper. The 
goods represented by the draft will presumably go into 
general consumption and the draft be paid out of the pro- 
ceeds, thus providing the funds for canceling the currency 
that was issued against it. 

If, however, A is a wool manufacturer and makes his 
note for the purpose of buying a motor-car or a pearl neck- 
lace for his wife or of enlarging his factory or even to buy 
wool to make up into goods to put on his shelves, but which 
he has not yet sold, or to buy bonds or stocks, or to use as 
additional working capital, and his bank discounts that note 
and gives him the money, that note does not in any of the 
contingencies mentioned represent a legitimate commercial 
transaction and should not be eligible to rediscount by the 
Reserve Bank so as to form the basis of a Currency issue 
except, possibly, to a very limited extent and on an entirely 
different basis. 

The distinction is fundamental. In the first case experi- 
ence has taught that the purchaser who accepts the draft 
will in the ordinary course have disposed of the goods and 
will be able with the proceeds to meet the obligation at 
maturity. If, therefore, currency has been issued on the 
rediscount of that acceptance, it will be automatically retired 
by its payment at maturity and there will be no resulting 
inflation. 

In the other case in which the creation of the obligation 



524 THE NORTH AMERICAN REVIEW 

does not arise out of a purchase and sale of goods there is 
no known source from which the funds are to come with 
which to meet the obligation at maturity. The goods may 
still be on the merchant's shelves; if the money has gone 
into improvements it may take years for the profits from 
those improvements to liquidate the debt, if they ever do. 
The result is that when the note comes due it will be paid 
by the issue of another, which in turn must be rediscounted 
and currency issued for it with which to replace that pre- 
viously issued and retired. In course of time the issuing 
power will be clogged and eventually destroyed. 

The latter class of transactions will necessarily result in 
dangerous inflation if they are permitted to form the basis 
of currency issues. For that reason the European form of 
obligation of bill and acceptance is better adapted to the 
plan of an asset currency than in our form of a, promissory 
note. The latter is unknown elsewhere. Acceptances are 
mainly of two kinds — by the purchaser of goods or by a 
bank or private banker with whom the purchaser has ne- 
gotiated for a commission for a line of credit in the form 
of such acceptances because the responsibility of the bank 
or banker is recognized and the acceptance will pass current 
and be eligible for rediscount as so much cash. Bank ac- 
ceptances are not as well received and do not sell at as low 
a rate of discount in Germany as merchants ' acceptances on 
domestic transactions, but in dealing with foreign transac- 
tions bank or bankers ' acceptances are ordinarily necessary, 
as purchasers do not care for an obligation that cannot be 
enforced in their own country. When the acceptance is that 
of the merchant the character of the transaction is readily 
understood by every one through whose hands the document 
passes, and there is little difficulty in determining whether it 
represents an actual transaction in the purchase and sale of 
goods. When it is a banking acceptance it is more difficult to 
distinguish. It may represent a general credit available to 
improvements in the business or working capital or what 
not. But the foreign " acceptance houses," as they are 
called, and their methods are so well known and the pur- 
chasers of these bills have become so expert in discrimi- 
nating between genuine commercial bills and the counterfeit 
article that there is not much confusion on the subject. 

With us it will have to be a process of slow growth and 
education. It is not necessary that the asset currency shall be 
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rigidly confined at the outset to this limited class of commer- 
cial paper. There will not be sufficient of such paper at the 
beginning to employ the resources of the Reserve Banks. 
Our banks and merchants must first be taught to substitute 
bills and acceptances for promissory notes and to insist upon 
their customers reducing their open accounts to a more liquid 
form of security. The merchant who now sells goods on 
open account on sixty days' time and carries these accounts 
on his books and borrows against this book-showing on his 
own note at his bank, must inaugurate the foreign custom of 
drawing upon his customer at sixty days for the amount of 
the sale and of taking from the purchaser his acceptance, 
which constitutes commercial paper and will be eligible to 
discount and rediscount and as a basis for currency issue. 
In that way the seller secures an immediate market for the 
paper representing his sales and thus releases the capital 
which under our business customs is tied up in immovable 
book accounts. 

The American banker now rightly regards only his call 
loans on Stock Exchange security as liquid and available 
for emergencies. His unmatured commercial paper he 
considers unrealizable until maturity. The European bank- 
er invests his idle funds in short-time paper. He re- 
gards his " portfolio " (as his collection of this paper is 
called) as his most liquid asset because he knows that if it is 
genuine commercial paper he can convert it into money either 
in the open market or at the Central Bank at a moment's 
notice. But the introduction of this radical change in our 
business methods must necessarily be gradual and will de- 
pend on the care with which we hedge around the issue'of our 
asset currency. 

There is, however, no reason why a given proportion of the 
funds of the Reserve Banks should not be available for the 
discount of bills based on certain classes of staple merchan- 
dise in responsible warehouses and that has not yet been 
sold. During the caucus discussion of this Bill a great hue 
and cry was raised at the suggestion that the issue of cur- 
rency on obligations secured by warehouse receipts for cotton 
and grain should be permitted in the discretion of the Fed- 
eral Board. The proposal was denounced as demagogic and 
revolutionary. Yet that is precisely what is done in Russia, 
France, and Germany. The Bank of Russia issues currency 
against grain. The Bank of France now makes note issues 
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against unsold merchandise in warehouse. The Reichsbauk 
has the same right and does so in practice to a prescribed 
limited extent, although it does not permit the issue of notes 
secured by Government bonds or other bonds or stocks. 

A currency issue to the extent of say 60 per cent, of the 
average market price of such a staple as cotton or grain in 
warehouse as collateral to the owner's obligation is an in- 
comparably superior and more legitimate security than an 
issue secured by the note of a merchant given for permanent 
improvements or working capital, which is the basis of so 
large a part of our so-called " commercial paper." The 
former is liquid and realizable and should be permitted to 
a given extent. The latter is illegitimate and indefensible 
as a basis for currency issue to any extent. 

Yet this Bill would permit the latter and discourage the 
former. Section 14, for instance, allows the rediscount of 
notes and bills " the proceeds of which have been used or 
may be used " for agricultural, industrial, or commercial 
purposes. "Who can possibly say how " the proceeds may 
be used?" There is peril lurking in this loose language. 
It would allow the rediscount of notes given to build a fac- 
tory or buy a farm. 

It is impossible to treat this vast subject within the limits 
here prescribed. Suffice it to say at this time that the sec- 
tions dealing with this important phase will have to be 
amplified before the Bill will be workable. In its present 
form it invites disaster, but it is largely a question of phrase- 
ology to put it right in this respect. 

There are still other aspects of the Bill that should be 
discussed if space permitted, but they do not involve funda- 
mental questions. The framers of this Bill are to be con- 
gratulated on the skill and justice with which, on the whole, 
they have dealt with a highly technical subject out of which 
a perfected plan can only be evolved by generous discussion 
and as the result of an educational campaign. The under- 
lying principles, are sound, and it is to be hoped that the be- 
ginning will now be made. We have talked and agitated for 
twenty years and done nothing. Now that we are at last on 
the right road let us use the tools we have and act promptly. 
The experts disagree, as they always will. It is only by 
actual operation that we can uncover the defects. 

•Samuel Untermyer. 



